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On  the  cover  and 
continuing  to  this 
page  is  a  typical 
scene  in  the  mar- 
keting area  of  the 
Pendleton  (Oreg.) 
Grain  Growers.  Rin- 
cipal  crops  are  dry- 
land wheat,  barley, 
and  green  peas.  One 
of  the  cooperative's 
15  elevators  is  in 
the  background. 
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This  study  found  in  1970  that  105  farmer  cooperatives  were  franchise 
dealers  for  major  farm  machinery  manufacturers. 

These  cooperatives  had  franchise  agreements  with  all  six  major  full-line 
manufacturers  and  with  most  of  the  maiti  short-line  manufacturers  of  farm 
machinery  and  farmstead  equipment.  The  majority  of  cooperative  dealers 
handled  one  full  line  and  two  or  more  short  Unes  of  equipment,  but  some 
of  the  larger  ones  handled  two  fuU  lines  and  three  or  four  short  lines. 

Farm  machinery  sales  of  the  105  cooperatives  totaled  $31,8  million  in 
1969  and  $31.9  million  in  1970,  an  average  of  about  $303,000  per  asso- 
ciation. Adding  shop  receipts  and  service  income  of  $3.5  million  and  $4 
million  raised  total  volumes  to  $35.3  million  in  1969  and  $35.9  million  in 
1970.  A  1936  study  showed  that  363  associations  distributed  farm  machinery 
and  equipment  with  a  value  of  $6  million. 

Machinery  volume  constituted  about  1 6  percent  of  the  cooperatives'  total 
sales  volume  in  both  1969  and  1970.  Only  one  cooperative  reported 
machinery  as  its  entire  business. 

About  two-thirds  of  the  cooperatives  reported  net  operating  savings  (after 
allocation  of  general  overhead  expenses)  on  their  farm  machinery  operations. 
In  1970  they  had  net  operating  savings  of  $201 ,000,  or  an  average  of  $2,869 
per  cooperative.  This  was  0.7  percent  on  sales  of  $28.7  million. 

Volume  discounts  and  interest  on  receivables  on  machinery,  although  not 
always  shown  separately  in  "other  income"  for  the  entire  operations,  brought 
their  total  net  savings  to  about  3.5  percent  in  1970  and  3  percent  in  1969. 

Operating  savings  averaged  0.6  percent  of  sales  for  the  cooperatives  with 
sales  of  $800,000  a  year  compared  with  savings  of  0.8  percent  for  those  with 
sales  under  $200,000  a  year.  This  indicates  savings  were  affected  mainly  by 
other  factors  such  as  gross  margins  and  expenses. 

The  average  cooperative  was  in  competition  with  10  machinery  dealers- 
three  in  the  same  town  and  seven  others  in  the  outlying  trade  areas  in  1970. 
It  made  17  percent  of  its  sales  outside  a  20-mile  radius. 

The  study  also  included  a  detailed  analysis  of  the  14  cooperatives  with 
largest  machinery  sales. 

Farm  machinery  dealers  are  confronted  with  constantly  rising  costs, 
varying  increases  in  margins,  and  fluctuating  net  savings.  Cooperative  dealers 
have  the  added  problem  of  operating  in  diversified  cooperatives  where  several 
departments  require  capital,  attention  and  emphasis  of  management,  pro- 
motion, and  the  like. 

The  major  external  problems  in  machinery  operations  according  to 
cooperative  management  are:  (1)  Meeting  dealer  competition  in  pricing,  (2) 


making  reasonable  trades;  (3)  selling  new  machinery;  and  (4)  helping  farmers 
obtain  needed  credit. 

Internal  operating  problems  cover  four  major  areas:  (1)  Hiring  good 
employees,  (2)  keeping  experienced  employees,  (3)  acquiring  adequate 
capital,  and  (4)  keeping  inventories  in  line. 

Some  cooperatives  are  coordinating  machinery  activities  among  themselves 
in  the  ordering  and  stocking  of  inventory  parts.  This  cooperation  among 
dealers  helps  prevent  overstocking  of  parts  and  assures  a  nearby  supply  of 
expected  parts  when  needed.  A  machinery  cooperative  in  North  Dakota,  for 
example,  functions  as  a  transfer  dealer  for  a  full-line  manufacturer  serving 
other  local  dealers  in  the  area.  Managers  of  local  cooperatives  said  that  more 
coordination  of  machinery  operations  could  be  developed  if  they  had  more 
help  from  their  regional  cooperatives. 

If  regional  cooperatives  or  multi-purpose  dealers  can  coordinate  machinery 
operations  among  a  group  of  cooperative  dealers  and  sell  more  machinery,  it 
appears  working  arrangements  might  be  developed  with  manufacturers. 
Manufacturers  believe  that  more  efficient  and  more  economical  methods  of 
distributing  farm  machinery  must  be  found. 

Cooperative  leaders  believed  that  a  successful  machinery  business  provides 
numerous  benefits  by  helping  to  bring  in  new  members,  including  larger 
farmers;  increasing  floor  traffic  and  volume;  influencing  competition;  spread- 
ing overhead  to  provide  added  net  savings;  and  developing  opportunities  for 
growth  and  expanded  service. 

A  sound  farm  machinery  business  benefits  farmer-members  by  keeping 
prices  in  Mne;  providing  dependable  services;  refunding  savings  to  them;  and 
providing  convenient  one-stop  service  in  local  communities. 

Such  a  business  also  benefits  rural  communities  by  keeping  business  in 
local  areas;  providing  jobs  and  payrolls;  using  local  utilities,  insurance,  and 
equipment;  and  paying  local  taxes. 

The  following  suggestions  for  consideration  by  other  cooperatives  now 
handling  machinery  and  for  those  contemplating  handling  machinery  as 
franchise  dealers  are  based  on  fmdings  of  this  study: 

L  Obtain  management  with  a  special  interest  and  know-how  or  experi- 
ence. Handling  machinery  successfully  is  a  difficult  and  a  specialized  business. 

2.  Employ  experienced  or  competent  personnel,  provide  training  oppor- 
tunities for  them,  and  pay  them  accordingly  to  compensate  for  training  and 
experience.  Successful  cooperative  managers  recommended  six  employees  for 
a  beginning  farm  machinery  cooperative  —  a  department  manager,  a  salesman, 
two  mechanics,  one  parts  man,  and  a  bookkeeper. 


3.  Obtain  adequate  capital.  Fourteen  large  cooperative  dealers  believed 
minimum  funds  of  $275,000  are  needed  to  finance  machinery  operations. 
Smaller  cooperatives  indicated  minimum  capital  of  $100,000  would  be  suf- 
ficient to  go  into  business. 

4.  Develop  an  adequate  volume  through  aggressive  sales  methods.  Officials 
of  the  large  cooperatives  believed  minimum  sales  of  $500,000  a  year  were 
necessary.  The  smaller  associations  indicated  $250,000  would  allow  a  break- 
even operation. 

5.  Carry  a  full  line  of  farm  machinery  and  several  short  lines  to  sup- 
plement the  full  line  to  advantage  and  provide  reliable  service.  This  is  a  must 
to  succeed. 

6.  Properly  evaluate  used  machinery  trade-ins.  Handling  used  machinery 
on  a  sound  basis  is  one  of  the  complex  problems  in  the  machinery  business. 

7.  DepartmentaHze  and  budget  the  machinery  operation.  Separate 
operating  statements  are  necessary  if  management  and  the  board  of  directors 
are  to  know  the  status  of  operations  and  be  able  to  pinpoint  where  and  when 
improvements  are  needed. 

8.  Determine  the  equipment  and  service  needs  of  farmers.  This  includes 
the  potential  market  in  the  area  served;  needs  and  desires  of  farmers  with 
different  enterprises  and  sizes  of  operations;  and  the  demand  for  custom  or 
leasing  services. 

Cooperative  ability  to  provide  dependable  machinery  service  compares 
favorably  with  independent  dealers  when  income  from  repair  parts  and 
service  labor  is  measured.  The  average  machinery  cooperative  employed  two 
mechanics  and  two  fieldmen  to  repair  and  service  farm  machinery  in  the  shop 
and  on  the  farm. 

Cooperatives  reported  Uttle  demand  for  custom  services.  Managers  report 
that  most  custom  work  is  being  done  by  individual  farmers  specializing  in 
custom  operations. 

Thirty-three  of  the  cooperatives  rented  machinery  to  farmers,  but  most 
was  of  the  lightweight  type.  Few  dealers  desired  to  encourage  more  rental  of 
heavy  farm  machinery. 

There  was  interest  in  establishing  more  machinery-use  cooperatives  in  rural 
areas  to  serve  low-income  or  marginal  farmers  and  small  or  medium-size 
family  farmers.  As  regular  dealers  become  larger  and  more  diversified,  they 
should  be  in  a  good  position  to  assist  farmers  in  such  machinery  cooperatives 
and  also  to  provide  more  custom  and  rental  services. 


Mon-Clair  Grain  & 
Supply  Company  in 
the  heart  of  com 
country  handles  a 
major  farm  equipment 
line  along  with 
grain,  feeds,  seeds, 
fence,  and  other 
farm  supplies. 
Headquartered  at 
Waterloo,  lU.,  the 
cooperative  has 
branches  in  six  other 
towns. 


Contents 

1  Introduction 

2  Purpose  and  method  of  study 

2  Development  of  franchise  dealers 

4  Machinery  sales  and  net  savings 

8  Operations  of  1 4  largest  cooperatives 

1 2  Problems  in  farm  machinery  operations 

1 3  External  operating  problems 

1 5  Internal  operating  problems 

1 7  Possibilities  for  coordinated  operations 

19  Machinery  cooperative  services 

22  Benefits  of  handling  farm  machinery 

23  Guidelines  for  successful  operation 

26  Appendix  —  machinery-use  cooperatives 


9 


Cooperatives 
Farm  Machinery 
Operations 


By  LLOYD  C,  BISER 
Farmer  Cooperative  Service 


FCS  Information  86 
July  1972 


Farm  machinery  requires  a  greater  cash  outlay  for  the  average  farm  than 
any  other  item  of  farm  input  except  feed.  Farm  machinery  expenditures 
increased  from  $2.2  billion  in  1954  to  $3.9  billion  in  1970,  and  now  account 
for  almost  20  percent  of  farm  expenditures  for  all  supplies  and  equipment. 

Since  colonial  days,  farmers  have  been  concerned  with  the  high  prices  paid 
for  farm  supplies,  including  machinery  and  equipment,  compared  to  prices 
received  for  farni  products.  This  concern  led  to  the  establishment  and 
development,  before  the  tum  of  the  century,  of  farmer  cooperatives.  About 
this  time,  the  National  and  various  State  Granges  were  attempting,  through 
group  purchasing,  to  obtain  machinery  at  lower  costs.  In  the  late  1920's, 
when  farm  prices  had  declined  by  50  percent  but  machinery  prices  only  14 
percent  from  the  beginning  of  the  decade,  cooperative  members  were  urging 
regional  cooperatives  to  establish  contract  agreements  with  small  machinery 
manufacturers. 

In  1936  a  regional  cooperative  established  a  connection  with  a  manufac- 
turer that  led  to  the  first  co-op  tractor  and  the  formation  of  National  Farm 
Machinery  Cooperative,  Inc.,  Shelbyville,  Ind.,  and  later  at  Bellevue,  Ohio,  by 
12  regional  wholesale  cooperatives.  The  cooperative  grew  in  manufacturing, 
in  volume  and  in  sales  until  impeded  by  the  economic  and  facility  priorities 
of  World  War  II.  Either  through  lack  of  a  coordinated  effort,  a  restricted  sales 
force,  or  farmer  preference  for  brand  name  machinery,  the  cooperative  never 
regained  the  promising  potential  exhibited  before  the  war. 

By  1950,  it  had  discontinued  the  manufacture  of  farm  machinery,  but 
continued  for  a  time  to  manufacture  replacement  parts  to  supply  cooperative 
dealers.  By  this  time  more  than  1,100  local  cooperatives  were  distributing 
tractors  and  various  implements.  These  wholesale  cooperatives  then  made 
arrangements  with  a  Canadian  company  to  manufacture  machinery,  but  in  a 
few  years  this  was  discontinued  and  the  wholesale  cooperatives  ceased  han- 
dling machinery.  Many  local  cooperative  dealers,  as  a  result  of  their  experi- 
ence in  cooperative  machinery  distribution,  continued  to  franchise  farm 
machinery  lines  for  major  manufacturers. 

In  1968-69,  a  total  of  1,574  cooperatives  reported  handling  either  farm 
machinery  or  farmstead  equipment,  or  both,  with  a  sales  value  of 
$116,065,000.  But  cooperatives'  reports  to  Farmer  Cooperative  Service 
indicated  that  only  105  cooperatives  were  handling  substantial  amounts  of 
farm  machinery.  Their  location  is  shown  in  figure  1.  Reports  indicated  that 
some  of  these,  as  well  as  other  dealers,  have  been  experiencing  operating 
problems.  Net  savings  have  fluctuated  considerably  in  recent  years.  Others  are 
faced  with  problems  of  relocation  or  diversifying  in  areas  where  suburbaniza- 
tion and  industry  are  developing. 

Although  the  number  of  local  cooperatives  handling  a  full  line  of  farm 
machinery  has  been  declining,  interest  among  some  farmers  still  remains 
strong  in  the  need  for  developing  cooperative  machinery  procurement  services 
comparable  to  those  in  petroleum,  feed,  fertilizer,  and  other  supplies.  Capital 
requirements  for  machinery  continue  to  increase  and  questions  arise  as  to  the 
feasibility  of  more  leasing  and  custom  services.  Some  leaders  believe  that  as 


cooperatives   merge    and   become   larger,  they  should  be   able  to  handle 
machinery  on  a  sound  basis. 

Purpose  and  Method  of  Study 

This  study  was  undertaken  because  of  the  continued  interest  of  farmers  in 
cooperative  purchasing  of  machinery  and  the  operating  problems  of 
cooperatives  now  franchising  machinery.  Its  main  objectives  were  to  deter- 
mine the  extent  cooperatives  franchise  and  distribute  farm  machinery  in  the 
United  States;  the  policies  and  services  in  handling  farm  machinery;  the 
benefits  and  problems  of  machinery  operation;  and  guidelines  for  successful 
cooperative  operations  in  lowering  machinery  costs  to  farmers. 

Cooperatives  franchising  farm  machinery  provided  information  by  mail. 
Managers,  directors,  and  machinery  department  heads  were  personally  inter- 
viewed at  25  of  these  cooperative  franchise  dealers.  At  14  large  cooperatives, 
in-depth  interviews  were  held  to  determine  problems,  policies,  operating 
guideHnes,  and  capitalization  of  machinery  cooperatives.  Most  of  the  remain- 
ing cooperatives  retumed  completed  mail  questionnaires.  Non-respondents 
were  contacted  by  telephone  to  complete  their  questionnaires. 

Farm  machinery  data  also  were  obtained  from  audits,  operating  state- 
ments, and  other  records  of  cooperatives  studied.  Detailed  data  were  obtained 
from  101  of  the  105  cooperatives  handling  farm  machinery. 

Officials  of  two  regional  cooperatives  who  have  had  extensive  experience 
with  farm  machinery,  and  officials  of  two  major  manufacturers  also  were 
interviewed. 

Development  of  Franchise  Dealers 

Local  farmer  cooperatives  began  handUng  farm  machinery  as  franchise 
dealers  for  full-line  farm  equipment  manufacturers  as  far  back  as  1917. 
Data  are  not  available  on  the  number  of  cooperatives  that  have  held 
franchises  but  it  was  more  than  300.  By  1970  only  105  cooperatives  were 
franchise  dealers  for  fuU-line  manufacturers  of  farm  machinery.  These 
cooperative  dealers  averaged  25  years  of  service  in  the  distribution  of  farm 
machinery,  though  some  started  as  recently  as  20  years  ago. 

Cooperative  boards  of  directors  played  a  leading  role  in  securing  a  dealer 
franchise  for  their  local  cooperative.  In  a  number  of  cases,  interested  farmers 
requested  farm  machinery  service.  Farmers  and  board  members  looked  upon 
farm  machinery  service  as  a  challenging  opportunity  to  broaden  cooperative 
services  and  increase  total  cooperative  volume.  Board  members  interviewed 
consistently  referred  to  advantages  of  reaching  the  large  farmer  through 
machinery  sales  and  service.  They  particularly  noted  the  increased  sales  of 
other  departments  as  the  result  of  large  farmer  business  opening  the  door  to  a 
full-service  operation. 

Some  cooperatives  bought  out  weak  independent  dealerships  while  others 
2       planned  ahead  to  take  over  a  franchise  when  the  local  dealer  retired  or  dis- 


continued  operations.  Some  cooperatives  backed  into  a  dealership  whereby 
manufacturers'  representatives  approached  them  in  search  of  franchise 
dealers.  In  most  cases,  vigorous  leadership  was  exerted  by  board  members  to 
obtain  a  dealer  franchise  for  their  cooperative. 

Machinery  Franchised  by  Cooperatives 

Farmer  cooperatives  handle  farm  machinery  manufactured  by  all  the 
major  companies,  including  short-line  manufacturers  and  distributors. 
Cooperative  dealers  have  franchise  agreements  with  one  or  more  of  the  six 
major  full-line  manufacturers  and  with  the  main  short-line  manufacturers  of 
farm  machinery.  Most  of  the  cooperative  dealers  handle  the  entire  line  of 
machinery  and  equipment  manufactured  and  distributed  by  these  companies. 
About  an  equal  number  of  cooperatives  had  franchises  with  each  of  the  major 
manufacturers. 

The  majority  of  cooperative  dealers  handle  one  full  line  and  two  short 
Unes  of  farm  machinery.  Short-line  equipment  is  demanded  by  farmers  and 
must  be  handled  by  the  cooperative  dealer  to  meet  this  need.  Generally,  this 
is  specialty  equipment  built  for  a  particular  purpose  such  as  field  choppers, 
uni-harvesters,  fruit  sprayers,  or  hay  balers  that  is  preferred  over  similar 
equipment  built  by  full-Une  companies. 

Thirty  of  the  larger  cooperatives  each  handled  two  full  lines  and  several 
short  lines  of  farm  m.achinery.  Seven  cooperatives  handled  three  full  lines  of 
equipment  to  meet  farmer  preferences  in  the  area  for  several  different  makes 
of  farm  machinery. 

Relationships  With  Manufacturers 

Cooperatives,  acting  as  franchise  dealers,  basically  were  well  satisfied  with 
their  arrangements  with  manufacturers.  Cooperatives  reported  that  different 
manufacturers  have  made  various  improvements  in  dealer  franchise  operations 
over  the  past  several  years  to  make  the  franchises  more  attractive.  The 
principal  ones  were  as  follows: 

—Initiated  and  extended  floor  plan  notes  wherein  much  of  the  equipment 
is  inventoried  by  the  manufacturer  until  sold  by  the  cooperative. 

—Extended  the  carry-over  time  on  floor  plan  notes  on  heavy  machinery 
(tractors  and  combines)  up  to  2  years  or  more  until  sold. 

—Allowed  interest  free  credit,  delayed  interest  payments,  or  extended 
payments  for  a  specified  period  on  special  sales  and  orders. 

—Allowed  dealers  wider  latitude  in  discounting  from  manufacturer's 
suggested  Ust  price  in  order  to  make  a  deal. 

—Began  paying  full  warranty,  parts,  and  labor  for  defective  machinery  and 
equipment. 

—Started  wholesale  rate  financing  of  new  equipment  in  dealer  inventories 
—  by  some  manufacturers;  floor  planning  of  used  machinery  and  equipment 
was  undertaken  by  others. 

Type  of  Cooperatives  Franchising  Farm  Machinery 

Supply  cooperatives  led  in  franchising  farm  machinery— more  than  half  (57 


percent)  of  those  reporting  were  predominantly  farm  supply  organizations 
(Table  1).  The  combination  cooperatives,  about  equal  in  supply  and  market- 
ing volume,  account  for  about  30  percent  of  those  franchising  farm 
machinery,  and  predominantly  marketing  cooperatives  accounted  for  the 
remaining  15  percent.  Only  one  cooperative  was  a  specialized  machinery 
association. 


Table  1.   Number  of  cooperatives  franchising  farm  machinery,  by  volume 
of  sales  and  type  of  operation,  1970 


Range  in 

Predominant  type  of  cooperative 

sales 

Supply 

1    Marketing 

Combination          ] 

Total 

$1,000    .  .  . 
Under  200 

23 

6 

.  „  Number  .„  ,.o  ..,,,..,.  . 
4 

°  °  °  "sV  " 

200  -  399 

21 

5 

5 

31 

400-599 

6 

4 

9 

19 

600  -  799 

5 

0 

7 

12 

over  800 

2 

0 

4 

6 

Total 

57 

15 

29 

101 

More  than  four-fifths  of  cooperative  farm  machinery  franchises  were 
handled  by  cooperatives  engaged  in  some  form  of  farm  supply  service. 

Larger  volume  machinery  operations  are  more  often  found  in  diversified 
cooperatives  —  those  handling  farm  supplies  and  marketing  farm  products.  In 
the  smaller  volume  machinery  operations  the  supply  cooperatives  were 
predominate  in  franchising  farm  machinery. 

Machinery  Sales  and  Net  Savings 

All  cooperatives  kept  annual  records  of  sales,  cost  of  sales,  gross  margins, 
and  inventories  of  farm  machinery  and  parts.  Most  kept  separate  records 
of  new  and  used  machinery  and  service  receipts  from  repair  shops.  Also,  most 
kept  records  of  other  incomes,  such  as  volume  discounts  from  suppliers  and 
interest  from  notes  receivable  and  doubtful  or  bad  debts  from  machinery. 

Net  savings,  as  reported  in  the  study,  include  net  operating  savings  or 
losses  after  allocation  of  overhead  expenses  to  machinery  operations.  Because 
of  different  accounting  systems,  other  income  such  as  discounts  and  interest 
earned,  finance  charges  and  dividends  received  have  not  generally  been 
included  in  net  savings  for  the  machinery  department,  but  have  remained  a 
part  of  "other  income." 

Sales  and  Service  Income 

Sales  of  new  and  used  farm  equipment,  repair  parts,  and  other  heavy 
equipment  —  not  including  light  or  farmstead  equipment,  of  the  101  coopera- 


tives  totaled  $31  million  in  1970  and  $31.8  million  in  1969  (Table  2).  Adding 
shop  receipts  and  service  income  raised  the  total  volume  to  more  than  $35.9 
million  in  1970  and  $35.3  million  in  1969. 


Table  2.   Total  machinery  sales  for  101  cooperatives  franchising  a  full 
line  of  farm  machinery,  by  type  of  equipment,  1969  and  1970 

1970 

1969 

Total 

Sales 

Percent 

of 
total 

Total 

Sales 

Percent 

Item 

All 
co-ops 

Avg.per 
co-ops 

All 
co-ops 

Avg.  per 
co-ops 

of 
total 

......  $1,00 

0. 

$1,000 

New  machinery 

$16,650 

$165 

46.4 

$16,473 

$163 

46.7 

Used  machinery 

4,669 

47 

13.0 

5,277 

52 

15.0 

Repair  parts 

5,251 

52 

14.6 

5,136 

51 

14.6 

Other  equipment 

7,316 

72 

20.4 

6,652 

66 

18.8 

Subtotal 

33,886 

336 

94.4 

33,538 

332 

95.1 

Shop  receipts 

1,989 

19 

5.6 

1,745 

17 

4.9 

Total 

35,875 

355 

100.0 

35,283 

349 

100.0 

New  machinery  sales  in  1970  accounted  for  about  47  percent  ot  total 
machinery  volume,  used  machinery  for  about  15  percent,  and  other  equip- 
ment (including  hardware  in  a  few  cases)  for  20  percent.  The  number  of 
cooperatives  with  machinery  volumes  within  specific  ranges  in  1970  is  shown 
in  Table  3. 

Shop  receipts  represented  about  6  percent  of  total  volume  and  increased 
from  $1.7  million  in  1969  to  about  $2  million  in  1970. 

Average  sales  of  machinery  for  the  group  in  1970  were  $217,000,  and 
other  equipment  sales  were  $72,000.  Sales  of  parts  averaged  $52,000  and 
shop  receipts  $19,000  per  cooperative.  The  number  of  cooperatives  with  sales 
with  specified  volume  groupings  is  shown  in  Table  3. 

Machinery  sales  represented  16  percent  of  the  cooperatives'  sales  in  both 
1969  and  1970  (Table  3).  They  accounted  for  the  smallest  percentage  in 
those  cooperatives  having  the  smallest  machinery  volume -under  $200,000 
each  year. 


Net  Savings 

About  two-thirds  of  the  cooperatives  reported  net  operating  savings  (after 
allocation  of  overhead  expenses)  on  farm  machinery.  Seventy  cooperatives 
realized  $201,000  of  savings,  or  0.7  percent  on  machinery  sales  of  $28.7 
milUon  in  1970  (Table  4).  The  total  for  64  cooperatives  in  1969  was  $95,756 
or  0.4  percent  of  sales  (Table  5).  In  most  cases  these  operating  savings  did  not 


Table  3.   Machinery  sales  volume  as  a  percentage  of  total  cooperative 
volume-1969  and  1970 

Range  in 

machinery 

sales 

1970 

1969 

Total 
sales 

Machinery 
sales 

Percent 
of  total 

Total 
sales 

Machinery 
sales 

Percent 
of  total 

,  . .  _  .  $1,000 

$1,000 

Under  200 

33,703 

3,767 

11 

37,384 

3,849 

10 

200  -  399 

46^99 

9,074 

20 

'     48,129 

10,222 

21 

400  -599 

65,080 

9,164 

14 

60,755 

8,381 

14 

600  -  799 

43,091 

8,082 

19 

42,250 

7,496 

18 

Over  800 

34,145 

5,787 

17 

33,331 

5,355 

16 

Total 

222,318 

35,874 

16 

221,849 

35,283 

16 

include  volume  discounts  and  interest  on  machinery  receivables  because  these 
were  included  in  "other  income"  for  the  entire  operations  and  not  kept 
separately  on  machinery  operations.  The  average  "other  income"  for  farm 
machinery  dealers  in  the  United  States  was  about  3  percent  of  sales  in  1969 
and  1970.^ 

Cooperatives  would  have  about  the  same  amounts  because  they  were 
representative  of  the  industry  -  both  as  to  volume  and  as  dealers  of  all  major 
manufacturers. 

Adding  this  rate  of  other  income  to  the  cooperatives'  operating  savings 


Table  4.   Machinery  net  savings  as  a  percentage  o^  nachinery  sales  and 
service  income  for  70  cooperatives  in  1970,  by  volume  groupings 

Number 

Machinery  sales 

Net  savings 

on  machinery 

Range  in 
sales 

of 
coops 

Total 

Average 
per  co-op 

Total 

Average 
per  co-op 

Percent 
of  sales 

$1  000 

$1, 

000,,  .. 

Under  200 

19 

2,362 

124.3 

18 

0.9 

0.8 

200  -  399 

19 

5,947 

313.1 

55 

2.9 

0.9 

400-599 

16 

7,762 

485.1 

56 

3.5 

0.7 

600-799 

10 

6^17 

681.7 

39 

3.9 

0.6 

Over  800 

6 

70 

5,788 
28,676 

964.6 

33 

201 

5o5 

0.6 

Total 

- 

OJ 

Average 

- 

— 

409J 

- 

2.9 

- 

^ National  Farm  &  Power  Equipment  Dealers  Association,  St.  Louis,  Mo, 


would  give  them  total  net  savings  of  3.7  percent  in  1970  and  3.4  percent  in 
1969. 

The  cooperatives'  operating  savings  were  higher  than  the  industry  averages 
of  zero  in  1970  and  -0.5  percent  in  1969.  This  may  have  been  due  to  their 
overhead  expenses  spread  over  several  departments  and  to  variations  in 
accounting  practices  in  showing  discounts,  interest,  and  bad  debts  separately 
on  machinery  operations. 

Of  the  70  cooperatives  reporting  in  1970,  47  had  net  operating  savings 
averaging  $12,1 13,  and  23  reported  net  losses  averaging  $16,020  per  coopera- 
tive. 

Table  5.   Average  net  savings  as  a  percentage  of  average  sales  for  64 
cooperatives  in  1969  and  70  in  1970,  by  volume  groupings 


1970 

1969 

Range  in 
sales 

Sales 

Net 
savings 

Percent 

of 

sales 

Sales 

Net 
savings 

Percent 

of 

sales 

$1,000 

Dollars 

Dollars 

Under  200 

124^99 

930 

0.8 

119,119 

2,223 

1.9 

200-399 

313,019 

2,914 

0.9 

317,700 

(1,155) 

(0.4) 

400-599 

485,100 

3,522 

0.7 

445,130 

8,057 

1.8 

600-799 

681,674 

3,935 

0.6 

654,204 

(5,322) 

(0.8) 

Over  800 

964,597 

5,488 

0.6 

892,486 

2,154 

0.2 

Wt.  avg. 

409,643 

2,869 

0.7 

382,735 

1,496 

0.4 

Totals 

28,674,972 

200,854 

... 

24,495,034 

95,756 

... 

Little  difference  is  seen  in  percentage  of  savings  when  cooperatives  were 
grouped  by  volume  of  sales  in  1969,  but  the  smaller  cooperatives  with  similar 
machinery  volumes  had  more  savings  in  proportion  to  sales  than  the  larger 
cooperatives,  though  the  difference  was  only  0.2  to  0.3  percent  of  sales. 

Generally  overhead  was  handled  similarly  in  machinery  operations  regard- 
less of  cooperative  groupings.  However,  several  instances  of  heavy  losses  in 
machinery  operations  reduced  average  savings  as  a  percentage  of  sales  for  the 
cooperatives  with  highest  machinery  sales. 

Net  savings  per  cooperative  ranged  from  $930  for  those  with  machinery 
sales  under  $200,000  to  $5,488  for  those  with  sales  over  $800,000  in  1970, 
although  the  rate  was  0.6  percent  of  sales  in  the  latter  group  versus  0.8 
percent  in  the  first  group  (Table  5).  Savings  in  1969  showed  Httle  relation  to 
volume.  The  cooperatives  with  the  largest  savings  were  in  the  group  having 
$400,000  to  $599,000  of  machinery  sales. 

Since  there  was  Httle  difference  in  net  savings  for  large  and  small  volume 
cooperatives,  the  impUcations  are  that  net  savings  were  more  affected  by 
costs  of  operation  or  gross  margins  than  by  volume. 


Operations  of  14  Largest  Cooperatives 

Managers  of  the  14  largest  machinery  cooperatives  were  personally  inter- 
viewed to  determine  their  operating  policies,  financial  requirements,  their 
guidelines  tor  successful  operation,  and  the  benefits  to  members  from 
handling  farm  machinery.  The  purpose  was  to  relate  operating  problems  and 
pohcies  to  the  group  as  a  whole;  to  collect  data  on  trends  in  sales  over  a 
number  of  years;  and  to  compare  operating  results  of  the  larger  cooperatives 
with  the  105  cooperative  dealers. 

Although  larger  in  machinery  sales,  they  had  operating  results  and  prob- 
lems that  were  similar  to  the  group  as  a  whole.  They  represented  the  same 
type  of  supply  and  marketing  cooperatives,  and  half  were  located  in  the 
Midwest  where  half  of  all  farm  machinery  dealers  are  located  (Fig.  1). 

The  14  cooperatives  vdth  the  largest  farm  machinery  business  had 
franchises  with  the  six  leading  manufacturers.  Ten  each  handled  one  fuU  Hne 
and  four  each  handled  the  full  line  of  two  manufacturers.  One  company  had 
franchises  with  five  of  the  cooperatives.  The  remaining  companies  supphed 
from  one  to  four  cooperatives.  The  cooperatives  have  held  franchises  from  20 
to  53  years  with  these  major  manufacturers. 

Trends  in  Sales  and  Net  Savings 

These  14  cooperatives  had  machinery  sales  ranging  from  about  $485,000 
to  more  than  $1.2  million  and  averaging  $769,102  in  1970  (Table  6).  This 
was  a  little  more  than  double  the  average  for  the  101  cooperatives  in  the 
study. 

Average  machinery  sales  increased  from  $524,756  in  1964  to  $769,102  in 
1970,  or  57  percent.  Their  peak  during  the  period,  however,  was  $819,963  in 
1966. 

Data  collected  show  an  upward  trend  in  cooperative  machinery  sales  from 
1964  to  1970.  Average  machinery  sales  increased  57  percent  from  1964  to 
1966  but  declined  in  1970;  showing  an  over-all  increase  of  46  percent  in  sales 
during  the  period. 


The  Pendleton  (Oieg.)  Grain  Growers  does 
about  $22  million  annually  with  its  2,000 
farmer-owners.  Its  complete  line  of  farm  sup- 
plies includes  trucks  and  farm  machinery.  Other 
major  lines  are  petroleum  products,  hardware 
and  appliances,  feed  and  seed,  chemicals  and 
fertilizers.  The  Pendleton  cooperative  is  a 
member  of  Pacific  Supply  Cooperative. 


Table  6.   Trend  ir 

I  average  fann  machinery  sales  and  net  savings  for  13  of  the 
14  largest  cooperatives,  1964-1970 

Year 

Machinery 
sales 

Average  net 
savings 

Percent 
of  sales 

Dollars 

1970 

769,102 

7,461 

1.0 

1969 

764,188 

7,670 

1.0 

1968 

774,325 

31,631 

4.0 

1967 

786,915 

42,845 

5.4 

1966 

819,963 

47,201 

5.7 

1965 

724,603 

35,861 

4.9 

1964 

524,756 

17,335 

3.3 

Net  savings  more  than  doubled  from  1964  to  1966  equaling  5.7  percent  of 
cooperative  machinery  sales.  The  best  year  of  operation  for  the  machinery 
cooperatives  and  other  machinery  dealers  was  1966. 

Net  savings  held  up  well  in  1967  and  1968  but  declined  drastically  in  1969 
and  1970. 

For  these  cooperatives  net  savings  ranged  from  a  loss  of  $46,000  to  a  gain 
of  $62,500  and  averaged  $7,461  in  1970.  This  was  only  1  percent  of  sales- 
much  less  than  in  the  1964-68  period,  and  about  2  percent  less  than  results  of 
independent  dealers,  whose  average  net  profit  was  sHghtly  over  3  percent.^  In 
both  1969  and  1970,  several  of  the  14  cooperatives  sustained  heavy  losses  iri 
farm  machinery  operations  that  adversely  affected  average  savings.  Also,  the 
survey  of  independent  dealers  shows  that  operating  expenses  slightly 
exceeded  operating  margins  in  1970  but  other  income  received  for  volume 


Data  of  1,300  independent  dealers  surveyed  in  the  Cost  of  Doing  Business  Study  by  the 
National  Farm  and  Power  Equipment  Dealers  Association,  St.  Louis,  Mo. 
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discounts,  finance  charges,  and  interest  earned  on  accounts  receivable  ac- 
counted for  the  3  percent  net  profit  reaUzed  by  independent  dealers. 

When  other  income  related  to  machinery  is  attributed  to  the  machinery 
departments  of  cooperatives,  a  comparison  with  independent  dealers  is  valid; 
w^hen  such  other  income  is  attributed  to  total  cooperative  operations,  a 
comparison  is  less  meaningful. 

The  14  cooperatives  turned  their  inventories  about  1.75  times  annually  in 
recent  years  compared  to  2.07  times  for  independent  dealers 

Operating  Capital  and  Employees 

These  cooperatives  had  an  average  of  $690,000  of  capital  in  use  for  farm 
machinery  operation— about  $71,000  in  facilities  (depreciated  value)  and 
$619,000  in  inventories,  receivables,  and  cash. 

They  employed  an  average  of  13  people— one  department  head,  two  sales- 
men, one  field  serviceman,  six  shop  mechanics,  two  parts  men,  and  one 
bookkeeper. 

Operating  Policies  and  Practices 

A  discussion  of  the  operating  poUcies  and  practices  of  the  14  associations 
is  contained  in  a  separate  report  that  may  be  obtained  upon  request  by 
writing  Farmer  Cooperative  Service,  USDA,  Washington,  D.C.  20250.  It 
reviews  main  features  of  their  purchasing  and  sales  poUcies,  repair  and  other 
services,  handling  used  machinery,  financing  machinery  sales,  managing 
inventories,  and  changes  made  and  desired  in  franchises. 

Sales  Area 

On  the  average,  cooperatives  made  44  percent  of  their  sales  within  9.9 
miles  of  their  headquarters,  39  percent  within  10  to  20  miles,  and  17  percent 
beyond  a  20-mile  radius  in  1970  (Table  7). 

Machinery  cooperatives  with  sales  volume  under  $400,000  made  less  than 
10  percent  of  their  sales  outside  a  20-mile  radius  of  the  cooperative.  More 
than  half  of  their  sales  were  made  within  a  10-mile  area  of  the  cooperative. 

Machinery  cooperatives  with  sales  volume  under  $200,000  made  60  per- 
cent of  their  sales  within  a  10-mile  area. 

As  sales  volume  increased  the  number  of  sales  made  outside  a  20-mile 
radius  more  than  doubled  (Table  7). 

For  the  large  machinery  volume  cooperatives  more  sales  were  made 
beyond  20  miles  than  were  made  within  10  miles  of  the  cooperative. 

Competition 

The  average  cooperative  had  10  competing  dealers  -  three  in  the  same 
town  and  seven  in  the  outlying  trade  area  (Table  8). 

As  machinery  cooperatives  increased  in  size  and  volume  of  sales,  they 
encountered  more  machinery  dealers  in  competition. 


Table  7.    Volume  of  m 

achinery  sales  related  to  size  of  sales  area,  1970 

Range 

Percent  of 

cooperative  sales 

in  sales 

Under  10  miles 

I         10  to  20  miles      | 

Over  20  miles         | 

Total 

$1,000 

Percent  . 

Under  200 

60 

31 

9 

100 

200  -  399 

46 

46 

8 

100 

400-599 

45 

32 

23 

100 

600  -  799 

46 

36 

18 

100 

over  800 

25 

47 

28 

100 

Average 

44 

39 

17 

100 

The  smaller  machinery  cooperative  on  the  average  v^as  in  competition  v^ith 
two  other  machinery  dealers  in  the  same  town  and  six  more  dealers  in  the 
trade  area  (Table  8). 

The  larger  machinery  cooperatives  were  in  competition  with  14  other 
machinery  dealers  —  five  dealers  in  the  same  town  and  nine  more  dealers  in 
the  trade  area. 

Although  published  reports  of  the  farm  machinery  dealers  association 
indicate  a  number  of  dealers  going  out  of  business  in  recent  years,  dealer 
competition  in  the  larger  towns  still  remains  very  competitive. 


Table  8.   Average  number  of  dealers 

in  competition  v^ith  the  cooperative  dealers,  1970 

Volume 

Number  of  dealers 

of  sales 

In  same  town 

In  outlying  area    j 

Total 

$1,000 

Number ... 

Under  200 

2 

6 

8 

200  =  399 

2 

6 

8 

400-599 

3 

6 

9 

600  -  799 

4 

8 

12 

over  800 

5 

9 

14 

Average 

3 

7 

10 

Problems  in  Farm  Machinery  Operations 


Cooperatives  handling  farm  machinery  have  problems-some  of  their  own 
making  and  some  inherent  in  the  farm  machinery  industry.  Sales  of  farm 
machinery  over  the  past  10  years  have  increased  for  both  independent  and 
2        cooperative    dealers.    While    gross   margins   and   operating   expenses   have 


fluctuated,  net  profits  have  been  trending  lower. 

Increasing  operating  costs  affect  the  cooperative  dealer  as  well  as  the  in- 
dependent dealer.  Cooperatives  had  lower  net  savings  in  both  1969  and  1970 
as  expenses  increased  faster  than  margins.  In  addition,  cooperatives  are 
confronted  with  the  needs  and  problems  of  several  operating  departments 
that  may  adversely  affect  the  successful  operation  of  the  machinery  depart- 
ment. 

External  Operating  Problems 

Cooperative  management  considers  the  major  external  farm  machinery 
problems  in  dealing  with  farmers  to  be:  (1)  Meeting  competition  in  pricing; 
(2)  making  reasonable  trades;  (3)  selling  new  machinery;  and  (4)  helping 
farmers  to  obtain  credit. 

Meeting  Dealer  Competition  in  Pricing 

Fifty-seven  of  the  65  machinery  cooperatives  reporting  problems 
expressed  concern  about  price-cutting  by  other  dealers  to  make  a  sale  (Table 
9).  This  was  the  only  one  of  the  10  problems  listed  that  more  managers 
considered  to  be  of  major  rather  than  minor  importance.  How  much  should 
the  cooperative  lower  the  price  of  machinery  to  close  a  deal?  It  is  a  nagging 
problem.  Competition  is  keen.  Farmers  are  reluctant  to  buy  at  the  list  price, 
and  many  shop  for  the  best  price  available. 

Most  of  the  cooperative  dealers  usually  plan  to  forego  price-cutting 
somewhere  between  10  and  15  percent  above  cost.  They  would  rather  lose 
the  sale  than  sell  at  cost,  they  say,  and  only  a  capital  need  would  justify  sale 
at  or  below  cost  of  the  machinery. 

Making  Reasonable  Trades 

Fifty  of  62  reporting  cooperatives  listed  trade-ins  as  a  problem.  The 
machinery  department  often  suffers  from  a  lack  of  experienced  management. 
Many  times  machinery  managers  allow  too  much  on  used  equipment.  They 
generally  underestimate  the  cost  of  reconditioning  used  equipment  that  adds 
to  cost,  and  a  greater  loss  than  anticipated  when  the  price  has  to  be  lowered 
to  move  equipment  from  the  used  lot. 

Selling  New  Machinery 

Thirty-seven  of  68  cooperatives  indicated  selling  new  machinery  was  a 
minor  problem  and  16  reported  it  to  be  a  major  one. 

Cooperatives  have  lower  sales  and  higher  cost  of  operation  than  the 
average  of  the  1,300  independent  dealers  which  places  them  at  a  competitive 
disadvantage  in  reducing  prices  much  below  list. 

As  a  rule,  cooperatives  have  not  employed  the  number  of  salesmen  to 
contact  buyers  that  successful  selling  of  farm  machinery  demands. 

Selling  used  machinery  also  was  considered  a  problem  by  42  associations.         13 


Helping  Farmers  Obtain  Credit 

Twenty-five  cooperatives  reported  the  supply  of  credit  available  was  a 
minor  problem  and  1 5  said  this  was  a  major  problem. 

Cooperative  managei/ient  indicated  that  it  has  been  a  problem  over  the 
past  several  years  to  determine  whether  credit  actually  was  in  short  supply,  or 
farmers  were  reluctant  to  pay  the  increased  cost  of  financing. 

In  the  study  of  14  large  cooperative  machinery  operations,  we  found  that 
local  banks  supply  43  percent  of  total  capital  borrowed  by  farmers  to 
purchase  new  machinery.  Only  10  percent  of  borrowed  capital  is  supplied  by 
the  manufacturer  of  farm  machinery. 

Other  External  Problems 

Less  than  one  cooperative  in  five  believed  that  meeting  competition  in 
service  was  a  problem.  Service  is  a  strong  asset  of  most  farm  machinery 
cooperatives. 

Twenty-six  machinery  cooperatives,  because  of  their  proximity  to 
suburban  centers,  were  concerned  about  the  one-stop  shopping  centers  as 
indicated  in  table  8.  These  centers  are  strong  in  merchandizing  products  and 


Table  9.   External  problems  in  cooperative  farm  machinery  operations,  1970 


14 


Co-ops  reporting  each  item  to  be  - 

Item 

Major 
prob- 
lem 

Minor 
prob- 
lem 

No 
prob- 
lem 

Total 
reporting 

Number 

Meeting  dealer  competition 
in  pricing 

36 

21 

8 

65 

Making  reasonable  trades 

23 

27 

12 

62 

Selling  new  machinery 

16 

37 

15 

68 

Supply  of  available  credit 

15 

25 

18 

58 

Selling  used  machinery 

10 

32 

15 

57 

Meeting  dealer  competition 
in  service 

9 

22 

27 

58 

Development  of  one-stop 
shopping  centers 

8 

18 

31 

57 

Adjusting  to  organization 
of  trade  area 

3 

21 

34 

58 

In  danger  of  losing  franchise 

3 

4 

50 

57 

Obtaining  a  satisfactory 
franchise 

2 

7 

49 

58 

attracting  customers. 

Some  cooperatives  in  these  areas  are  preparing  for  change.  Several  have 
expanded  operations  into  shopping  center  facilities  in  response  to  change  in 
the  shopping  habits  of  patrons.  Other  cooperatives  are  changing  from  a 
predominantly  rural  operation  to  other  products  and  services  used  and 
demanded  by  the  suburban  and  urban  trade. 

Cooperatives  indicate  there  is  little  if  any  problem  of  obtaining  a  satisfac- 
tory machinery  franchise  or  losing  the  franchise  agreement  in  effect. 

Internal  Operating  Problems 

Machinery  cooperatives  listed  four  major  trouble  areas  in  their  internal 
operations.  The  same  areas  were  checked  quite  frequently  as  posing  minor 
problems  also  in  machinery  operations.  These  areas  in  order  of  frequency 
were:  (1)  Hiring  good  employees;  (2)  keeping  experienced  employees;  (3) 
acquiring  adequate  capital;  and  (4)  keeping  inventories  in  line. 

Hiring  Good  Employees 

Good  farm  machinery  talent  is  a  scarce  commodity  and  it  becomes  more 
difficult  each  day  to  hire  capable  mechanics,  salesmen,  and  managers,  say 
cooperative  managers.  Nearly  half  of  the  cooperative  dealers  replying  placed 
hiring  good  employees  as  the  number  one  internal  operating  problem  (Table 
10).  This  was  the  only  one  of  the  10  items  that  more  managers  considered  to 
be  of  major  rather  than  minor  importance. 

Managers  of  several  machinery  cooperatives  believe  they  operate  at  a  dis- 
advantage in  competing  for  available  talent  because  of  the  generally  lower 
salaries  they  pay.  As  a  result,  the  quantity  of  employees  in  a  number  of 
observations  overshadows  the  quaHty  of  employees. 

Keeping  Experienced  Employees 

Less  than  one  out  of  three  cooperatives  studied  consider  this  a  major 
problem  but  another  40  percent  consider  it  a  minor  problem  in  machinery 
operations.  Many  times,  they  say,  after  capable  employees  are  hired,  trained, 
and  become  experienced  in  their  work,  they  are  likely  to  leave  the  coopera- 
tive to  work  in  other  business  firms.  Generally,  this  is  because  of  better 
opportunities  for  advancement  elsewhere  or  higher  levels  of  compensation. 

Acquiring  Adequate  Capital 

Managers  ranked  this  problem  the  same  as  that  of  keeping  experienced 
employees. 

Relatively  large  amounts  of  capital  are  required  for  machinery  facilities 
inventories  and  receivables  even  though  the  manufacturer  carries  the  new 
machinery  for  a  year  or  until  sold  by  the  dealer.  is 


Ability  to  obtain  maximum  volume  and  cash  discounts  from  manufac- 
turers depends  heavily  on  adequate  finances.  Turnover  of  capital  in  relation 
to  sales  and  return  on  invested  capital  is  lower  than  in  many  other  businesses 
so  dependable  service  at  reasonable  cost  is  a  major  consideration  in  raising 
adequate  member  capital. 

Keeping  Inventories  in  Line 

Thirty-one  of  63  managers  considered  this  a  minor  problem  and  16 
beHeved  it  to  be  a  major  one. 


Table  10.   Internal] 

problems  of  cooperative  farm  machinery  operations,  1970 

Co-ops  reporting  each  item  to  be  - 

Item 

Major 
problem 

Minor 
problem 

No 
problem 

Total 
reporting 

Hiring  good  employees 

Keeping  experienced 
employees 

Acquiring  adequate 
capital 

Keeping  inventories  in 
line 

Size  of  facilities 

Location  of  lot  and 
facilities 

Size  of  lot 

Maintaining  adequate 
sales  promotion 

Financing  machinery 
sales  by  co-ops 

Repairing  farm 
machinery 

Providing  satisfactory 
custom  service 


29 

21 

18 

23 

18 

23 

16 

31 

10 

25 

12 

15 

9 

21 

8 

32 

8 

25 

Number , 


23 


28 


18 

18 

16 
24 

32 
28 

22 

28 

26 

12 


59 

59 

59 

63 
59 

59 
58 

62 

61 

57 
44 


When  machinery  cooperatives  strongly  emphasize  service,  it  is  very  easy  to 

be  lulled  into  carrying  more  parts  and  equipment  in  inventory  than  sales  or 

16        repair  work  will  justify.  This  may  require  more  space,  facilities,  and  capital 


than  had  been  planned.  So,  in  addition  to  added  outlay,  little  or  no  returns 
are  realized  from  overloaded  inventories. 

Other  Internal  Problems 

About  tv^o  out  of  three  cooperatives  indicated  that  location  and  size  of  lot 
and  facilities  are  internal  problems  of  operation  to  some  extent.  Most  of  the 
cooperatives  had  added  farm  machinery  departments  to  existing  operations 
that  may  not  have  always  resulted  in  the  best  location  or  design  of  facilities. 

Farm  machinery  facilities  —  size  and  location  —  were  considered  adequate 
for  efficient  operations  by  only  one-third  of  the  farm  machinery  cooperatives 
in  1970. 

Sales  promotion,  financing,  and  machinery  repair  were  minor  problems  — 
only  eight  cooperatives  listed  them  as  major  ones  in  farm  machinery  opera- 
tions. 

Managers  of  the  14  largest  machinery  cooperatives  reported  problems 
similar  to  those  of  small  cooperatives.  However,  the  large  cooperatives  put 
more  emphasis  on  sales  volume  and  managing  heavy  inventories.  Apparently, 
these  areas  prove  more  troublesome  as  sales  volume  increases. 


Possibilities  for    Coordinated  Operations 


Several  machinery  cooperatives  work  with  other  nearby  cooperative 
dealers  in  ordering  and  stocking  less  frequently  used  replacement  parts. 
This  cooperation  among  dealers  helps  prevent  overstocking  of  inventory  by 
any  of  the  cooperatives  and  yet  assures  a  nearby  supply  of  speciaHzed  repair 
parts  when  they  are  needed. 

Two  cooperatives  indicated  they  were  working  together  closely  in  ordering 
new  tractors  and  other  machinery  to  avoid  overstocking  of  the  same  models. 

One  of  the  machinery  cooperatives  in  North  Dakota  functions  as  a  regional 
transfer  dealer  for  a  full-line  machinery  manufacturer  in  addition  to  its  local 
dealer  activities.  This  machinery  cooperative  coordinates  sales  activities  of 
smaller  cooperatives  in  the  area. 

When  machinery  is  sold  by  smaller  cooperatives,  it  is  deHvered  to  the 
farmer  from  the  central  storage  point  of  the  larger  cooperative.  Storage  and 
display  area  is  saved  at  the  local  cooperatives  and  the  central  cooperative 
initially  carries  most  of  the  costs  of  operation.  The  locals  then  pay  for  this 
service  on  a  commission  based  on  a  percentage  of  the  sales  price. 

This  farm  machinery  study  indicates  little  probability  of  very  many  groups 
of  cooperatives  coordinating  machinery  operations  at  this  time.  In  personal 
interviews  with  groups  of  nearby  machinery  cooperatives  in  North  Dakota, 
Minnesota,  and  Wisconsin,  a  great  deal  of  interest  was.  apparent,  but  local 
managers  interviewed  stated  that  it  was  difficult  to  get  three  or  more  boards 
of  directors  to  consider  and  later  to  agree  to  coordinate  their  operations.        \i 


Tliey  believed  that  regional  cooperatives  could  be  of  much  help  in  bringing 
about  coordination. 


Role  of  the  Regional  Cooperative 

The  regional  cooperative  could  supply  the  leadership  for  initiating  the  idea 
of  coordinating  machiner\^  operations  among  groups  of  locals,  and  for  the 
follow-up  work  necessar}^  to  bring  it  about.  .Aithougli  the  regional  coopera- 
tives no  longer  manufacture  or  wholesale  fuU  Hues  of  farm  machiner}^,  assist- 
ance from  their  general  or  organizational  fieldmen  would  be  justified.  Most 
locals  are  quite  diversified:  they  need  to  be  strong  in  all  Knes  or  departments, 
and  machinery-  is  closely  related  to  petroleum  and  other  services. 

Role  of  the  Strong  Independent  Local  Cooperative 

Strong  local  cooperatives  are  needed  in  bringing  about  coordination 
whether  or  not  help  is  pro\ided  b\^  the  regionals.  A  few  local  cooperatives 
franchising  farm  machineiy,  marketing  grain,  and  providing  production 
supphes,  while  not  specifically  coordinating  activities  with  neighboring 
cooperatives,  now  supply  tlieir  area  farmers  v/ith  most  of  their  needs.  As 
these  cooperatives  get  larger  and  expand  their  trade  areas  into  other  counties, 
they  can  assume  the  leadership  role  of  coordinator  among  the  other  coopera- 
tives in  the  area.  And  by  serving  as  a  transfer  dealer,  this  cooperative  could 
coordinate  sales  and  ser\-ice  activities  in  farm  machinery  at  a  savings  to  farmer 
members. 

Role  of  Manufacturer  of  Farm  Machinery 

Some  of  the  management  officials  of  two  companies  manufacturing  a  fuU 
line  of  farm  machinery  are  interested  in  developing  more  efficient  methods  of 
distributing  farm  machinery  -  through  independent  dealers,  company  stores, 
or  cooperative  dealers.  If  a  regional  or  strong  local  cooperative  could 
coordinate  macliinery  operations  among  a  group  of  cooperative  dealers  and 
sell  more  farm  machinery  —  these  companies  would  be  interested  in  develop- 
ing working  arrangements. 

Developing  more  efficient  and  more  economical  methods  of  distributing 
farm  macliinery  will  require  less  regional  warehousing,  fewer  local  machinery 
dealers,  and  larger  area  all-purpose  dealers.  The  industry  is  closing  out  ware- 
houses and  reducing  the  number  of  farm  machinery  dealers.  But  competition 
forces  manufacturers  to  keep  franchise  dealers  carrying  their  hne  of 
machinery. 

In  the  next  10  \Tars  cooperatives  could  bring  about  substantial  savings  to 
farmers  in  the  purchase  of  farm  machiner}-.  At  tliis  tune,  when  manufacturers 
are  searcliing  for  economies  in  distribution,  strong  cooperatives  in  some  areas 
could  assume  the  role  of  coordinating  farm  machinery'  distribution  with  the 
manufacturer  with  prospective  savings  accruing  to  farmer  members. 


Machinery  Cooperative  Services 

The  ability  of  machinery  cooperatives  to  provide  the  services  demanded  by 
members  and  the  quality  of  performance  is  a  measure  of  the  success 
of  their  operation.  Some  indicators  of  service  performance  are  found  in  such 
areas  of  activity  as  in-shop  repair  service,  on-the-farm  machinery  repair, 
custom  machinery  operations,  and  renting  and  leasing  machinery  and  equip- 
ment. 

The  average  cooperative  in  the  study  employed  two  full-time  shop 
mechanics  to  repair  and  recondition  farm  machinery  in  the  shop  as  v^ell  as 
two  full-time  field  servicemen  to  repair  and  service  machinery  on  the  farm  — 
to  keep  the  farmers'  equipment  in  operation  during  the  busy  season. 

Repair  parts  and  service  labor  as  a  percent  of  sales  for  the  cooperatives 
were  about  equal  to  the  average  for  the  independent  machinery  dealers  — 
showing  that  the  cooperatives  handling  farm  machinery,  in  addition  to  grain, 
feed,  fertilizer,  and  petroleum  activities,  provided  dependable  machinery 
repair  service  to  their  members. 

Custom  Services 

Cooperatives  reported  Httle  demand  for  them  to  provide  custom 
machinery  services.  They  stated  that  most  custom  work  is  being  done  as  in 
the  past  —  by  individual  farmers  speciaUzing  in  custom  operations.  When 
depreciation  of  machinery  used  in  custom  work  is  charged  against  the  home 
farm  operation,  custom  work  in  effect  results  in  increased  income  to  the 
farmer  providing  this  service.  For  the  cooperative,  on  the  other  hand,  custom 
income  at  tim.es  will  not  equal  depreciation  of  the  equipment  used. 

Fertilizer  spreaders,  including  both  dry  and  Uquid,  were  used  most  by 
cooperatives  performing  custom  operations.  Chemical  weed  sprayers  were 
also  used  extensively.  Tractors,  combines,  and  plows  were  used  less  frequent- 
ly. Most  farm  supply  cooperatives  not  handling  farm  machinery  have 
generally  provided  fertilizer  spreaders  and  chemical  sprayers  for  custom 
operations.  Spreaders  and  sprayers  are  less  expensive,  can  be  operated  safely 
by  the  farmer,  and  require  less  maintenance  and  repair  than  other  heavy 
machinery. 

Cooperatives  in  this  study  served  556  farmer  members  with  custom 
services  covering  41,584  acres  in  fertilizer  spreading,  chemical  spraying,  and 
combine  harvesting  in  1970. 

Seventy-two  cooperatives  reported  the  following  interest  in  custom  opera- 
tions over  the  last  3  years  —  18  believed  the  demand  had  increased;  6  thought 
it  had  decreased;  and  48  saw  little  change.  While  more  managers  thought 
demand  for  custom  services  had  increased,  cooperative  dealers  were  not  ready       i9 


to  provide  custom  services  in  heavy  machinery  until  the  machinery  manufac- 
turers are  willing  to  share  some  of  the  cost  or  expected  loss  to  provide  this 
service.  Cooperative  dealers  expected  manufacturers  to  share  the  costs  of 
machinery  depreciation  to  make  this  service  available. 

Renting  and  Leasing  Out  Machinery 

Thirty -three  of  the  105  cooperatives  rented  farm  machinery  to  farmers  for 
short  periods  in  1970.  The  going  rate  was  charged  on  a  per  acre,  unit,  or 
hourly  basis,  depending  upon  the  machines  and  prevailing  practices.  Some 
cooperatives  rented  out  both  new  and  used  tractors.  Some  rented  only  used 
combines. 

Cooperatives  rented  machinery  and  equipment  to  398  farmer  members  in 
1970.  This  was  in  addition  to  loaning  members  equipment  while  theirs  was  in 
the  shop  for  repairs. 

Only  five  cooperatives  reported  leasing  equipment  on  a  long-time  basis 
such  as  by  the  month  or  year.  They  leased  equipment  to  only  12  farmers  in 
1970. 

When  asked  to  note  any  change  in  demand  for  rental  equipment  over  the 
past  3  years,  machinery  cooperatives  reported  this  situation  —  23  noted  an 
increase;  5  a  decrease;  and  37  thought  the  demand  remained  about  the  same. 

Cooperative  managers  report  that  more  farmers  would  like  to  rent 
machinery  and  that  the  manufacturers  of  farm  machinery  encourage 
machinery  rental,  but  machinery  dealers  are  reluctant  to  push  rental  or 
leasing  for  several  reasons: 

1.  It  is  difficult  to  rent  out  machinery  for  a  sufficient  amount  of  time  to 
cover  the  cost  of  depreciation  because  of  the  seasonal  demand  for  machinery. 

2.  The  sale  value  of  the  machine  usually  will  decrease  at  a  faster  rate  than 
revenue  accumulates  from  a  reasonable  rental  fee. 

3.  There  is  the  ever  present  danger  of  extensive  damage  to  the  machine 
from  negligent  care  and  breakdowns  from  careless  operations  —  thereby 
increasing  costs  for  labor  and  parts. 

4.  Extra  capital  is  required  for  owning  heavy  equipment,  and  this  prevents 
many  cooperatives  from  renting  machinery.  This  applies  especially  to  grain 
combines,  picker-shellers,  com  choppers,  forage  harvesters,  and  cotton 
pickers  that  have  only  seasonal  use  and  demand. 

Cooperatives  therefore  do  more  in  the  way  of  renting  Hght  farm  equip- 
ment such  as  weed  burners,  chemical  sprayers,  Hquid  fertilizer  tanks,  and  dry 
fertilizer  spreaders.  The  equipment  is  less  expensive  and  there. is  less  danger  of 
breakdown  and  the  need  for  repair.  Cooperatives  can  provide  a  service  and  a 
savings  for  the  members  and  also  make  a  return  on  their  investment. 

Cooperatives  report  many  other  machinery  dealers  who  provide  rental 
20        services,  but  few  that  rent  heavy  machinery  to  farmers. 


Most  of  the  associations  handling  machinery  were  full-service  cooperatives.  Farmers 
Marketing  Association  at  Columbus,  Ind,,  complements  its  machinery  line  with 
fertilizer,  petroleum  products,  grain  marketing,  building  supplies,  and  locker  service. 
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Machinery  cooperatives  were  particularly  strong  in  parts  and  repair  service.  Typical 

of  many  is  the  parts  counter  and  shop  of  the  Jackson  County  Farm  Bureau  Cooperative 

Association  at  Seymour,  Ind. 
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Benefits   of   Handling  Farm  Machinery 

The  managers  interviewed  noted  a  number  of  possible  benefits  providing 
farm  machinery  is  handled  on  a  sound  basis.  These  are  grouped  into 
benefits  to  farmer-members,  to  the  cooperative  organization,  and  to  the 
community.  They  are  based  on  the  experience  of  the  larger,  more  successful 
cooperatives,  but  are  appHcable  to  all  machinery  cooperatives.  These  possible 
benefits  are  listed  in  the  order  of  the  frequency  they  were  mentioned. 

Benefits  accruing  to  cooperatives  handUng  farm  machinery  were  reported 
as  follows: 

1.  Farm  machinery  service  brings  in  new  members  and  increases  volume. 

2.  Cooperatives'  strength  and  influence  on  competition  increases  with  this 
service  to  farmers. 

3.  Increased  net  margins  result  from  farm  machinery  sales  and  from 
spreading  of  general  overhead  over  more  products  or  departments. 

4.  Farm  machinery  salesmen  in  their  contacts  sell  the  cooperative  thus 
adding  to  good  will  as  well  as  volume. 

5.  Cooperatives  become  larger,  multi-product,  and  better-service 
businesses. 

6.  Farm  machinery  creates  more  floor  traffic  which  leads  to  purchase  of 
other  products. 

7.  More  of  the  bigger,  better  farmers  are  attracted  to  the  cooperative. 
Some  would  not  come  if  it  did  not  provide  machinery  services. 

8.  Machinery  can  offer  an  opportunity  for  cooperative  expansion  and 
growth  —  especially  after  the  cooperative  becomes  well  established  and 
soundly  operated. 

Although  farmer-members  indirectly  benefit  when  the  cooperative 
benefits,  farmers  also  may  benefit  directly  when  the  cooperative  acts  as  a 
successful  farm  machinery  franchise  dealer.  Cooperative  managers  suggested 
these  benefits  emphasized  by  the  order  listed: 

1 .  Farmers  are  assured  that  prices  are  kept  in  Une. 

2.  Farmers  are  assured  of  a  full  supply  of  repair  parts. 

3.  Farmers  are  assured  of  quality  service. 

4.  Farmers  receive  service  at  cost  after  distribution  of  net  margins. 

5.  Farmers  can  purchase  other  supplies  in  one  stop. 

6.  Farmers  receive  a  patronage  refund  on  their  purchases. 

7.  Farmers'  needs  are  filled  in  the  local  community  rather  than  at  a  more 
distant  one. 

8.  Farmers  can  exchange  farm  products  for  machinery. 

9.  Farmers  own  the  cooperative  —  they  can  change  it  if  it  does  not  meet 
their  needs. 

When  cooperatives  sell  farm  machinery,  the  rural  communities  benefit  by: 
22  1.  Business  being  kept  in  the  community  by  a  locally -owned  organization. 


2.  Additional  jobs  and  payroll  are  made  available. 

3.  Additional  funds  are  spent  locally  for  utilities,  insurance,  equipment, 
and  taxes. 


Guidelines  for  Successful  Operation 

Suggestions  from  the  managers  and  directors  of  the  machinery  coopera- 
tives contacted  are  offered  for  the  consideration  of  other  co- 
operatives now  handling  machinery  and  for  those  contemplating  handling 
machinery  as  franchise  dealers. 

Obtain  Management  With  "Special Interest" and  *'Know-How" 

Handling  farm  machinery  is  more  difficult  than  handhng  most  other 
supplies  and  equipment  in  farmer  cooperatives.  Either  the  general  manager  or 
the  department  manager  needs  to  have  a  special  interest  and  know-how  in 
machinery.  And  the  board  must  reaHze  this  when  employing  managers  and 
setting  their  rate  of  pay. 

Management  must  be  capable  of  selling  new  and  used  machinery,  trading 
in  machinery,  servicing  machinery,  controlling  credit  and  inventories,  pricing 
equipment  on  a  sound  basis,  and  managing  relatively  large  amounts  of  capital. 
In  a  cooperative,  management  must  be  able  to  deal  with  members  and  non- 
members  —  with  large,  medium,  and  small  farmers  —  in  a  fair  and  equitable 
manner. 

Employ  Competent  Personnel  and  Provide  Training  Opportunities 


Representatives  of  cooperatives  suggested  for  beginning  farm  machinery 
services  a  department  manager,  a  salesman,  two  mechanics,  one  parts  man, 
and  a  bookkeeper.  Strive  for  a  second  salesman  as  soon  as  volume  prospects 
warrant. 

New  employees  need  training  to  orient  them  to  objectives  and  methods  of 
the  cooperative;  to  treat  farmers  as  owners  as  well  as  patrons  of  the  business. 
Service  employees,  especially  those  in  repair  work,  need  continuous  training 
to  turn  out  quality  work  and  maintain  efficient  work  habits.  These  employees 
must  be  paid  at  a  level  necessary  to  retain  their  services. 

Develop  an  Adequate  Volume  Through  Aggressive  Sales  Methods 

Managers  of  the  large  cooperatives  indicated  a  trade  area  extending  about 
25  miles  in  each  direction  from  headquarters  usually  would  be  adequate  to 
obtain  a  minimum  volume  approaching  $500,000  for  successful  operation. 

Managers  of  the  remaining  cooperatives  indicated  a  minimum  volume  of 
$325,000  was  needed  for  successful  operation  and  this  could  be  realized  in  a        23 


sales  area  extending  20  miles  from  the  cooperative.  They  had  sales  averaging 
$355,000  in  1970. 

Some  machinery  buyers  v^ill  come  to  the  cooperative;  but  to  obtain 
volume  and  succeed  in  this  business,  cooperative  dealers  say  you  need  to 
knock  on  doors  —  go  to  the  farmer  and  ask  for  his  patronage  rather  than 
assume  that  he  will  buy  at  the  cooperative  because  he  is  a  member. 

Obtain  Adequate  Capital 

Relatively  large  amounts  of  capital  are  required  for  facilities,  inventories, 
and  receivables,  even  though  much  of  the  new  machinery  can  be  floor-plan 
financed  by  manufacturers. 

Ability  to  obtain  maximum  volume  and  cash  discounts  from  manufac- 
turers depends  heavily  on  adequate  finances.  Turnover  of  capital  and  return 
on  invested  capital  are  lower  than  in  many  other  businesses,  so  dependable 
service  at  reasonable  cost  is  a  major  consideration  in  raising  adequate  member 
capital. 

The  large  cooperatives  believed  that  the  minimum  capital  needed  was 
$275,000  for  handling  an  annual  sales  volume  of  $500,000.  Successful 
smaller  cooperatives,  however,  indicated  minimal  capital  requirements  of 
about  $100,000  for  handHng  sales  of  $250,000  a  year. 

Carry  a  Full  Line  of  Farm  Machinery 

The  cooperatives  believed  that  a  new  cooperative  dealer  should  handle  at 
least  one  full  Hne  of  farm  equipment.  This  would  mean  a  franchise  operation 
for  one  of  the  major  or  front-line  manufacturers  of  farm  machinery.  They 
also  suggested  several  short  lines  of  equipment  to  complement  the  major  line. 
They  say:  "Stay  with  a  full  line,  several  short  Unes,  and  some  Hght  equipment 
and  supplies  needed  by  farmers  in  the  area."  These  cooperative  officials  also 
advised:  "Do  not  accept  the  first  available  franchise  unless  that  make  of  farm 
machinery  is  in  popular  demand  in  your  area." 

Provide  Reliable  Service 

Service  the  farm  machinery  you  sell.  If  your  facilities  are  located  and 
constructed  to  allow  efficient  service  and  your  employees  give  prompt, 
dependable  service,  you  will  succeed.  This  advice  was  based  on  many  years  of 
experience  by  the  cooperatives  in  the  study.  This  means,  for  example, 
repairing  only  parts  that  need  repairing  and  satisfying  the  farmer  so  that  he 
does  not  have  to  return  for  further  repair  work.  The  farmer  member  expects 
reUable  work  at  a  fair  price  within  a  reasonable  time  for  his  continued 
patronage.  The  successful  machinery  cooperatives  have  tried  to  meet  these 
farmer  requirements. 

Reliable  service  sells  new  and  used  equipment  —  all  managers  agree.  But  no 
24         matter  how  good  the  salesman,  if  the  service  department  cannot  repair  the 


equipment  when  it  is  needed  and  it  does  not  operate  properly  when  it  leaves 
the  shop,  future  sales  will  be  affected. 

Properly  Evaluate  Used  Machinery  Trade-Ins 

Most  salesmen  can  make  a  deal.  Satisfactorily  completing  the  deal  from 
the  sales  standpoint  is  only  the  beginning  of  a  sometimes  complicated  opera- 
tion. The  selling  phase  of  the  deal  carries  the  least  risk.  The  greatest  risk 
comes  after  the  farmers  trade-in  becomes  the  cooperative's  property  and  the 
chances  of  loss  accumulate  until  it  is  sold. 

Proper  evaluation  of  all  steps  in  the  reconditioning  process  becomes  crucial 
to  success.  Cooperative  dealers  say  that  if  you  are  to  control  probable  losses, 
an  economic  value  must  be  established  for  every  step  of  reconditioning 
machinery  until  its  final  sale.  These  values  must  be  accounted  for  and  charged 
against  some  facet  of  the  operation.  Costs  of  repair  parts,  labor,  overhaul, 
painting,  storage,  and  idle  capital  are  expenditures.  Prospective  losses  can  be 
turned  into  gains  if  management  makes  the  right  decisions  at  each  step  of  the 
operation. 

Departmentalize  and  Budget  Machinery  Operations 

Set  up  a  separate  machinery  department  and  prepare  separate  operating 
statements  on  this  business.  These  should  be  in  a  form  that  will  provide:  (a) 
Sales,  cost  of  sales,  and  gross  margins  on  new  machinery,  used  machinery 
parts,  and  other  equipment;  (b)  receipts  for  service  labor  and  other  income; 
(c)  direct  expenses  and  indirect  expenses  of  the  department;  (d)  general 
administrative  and  overhead  expenses  of  the  cooperative  allocated  to  the 
machinery  department;  and  (e)  net  margins  for  the  department. 

Such  information  will  enable  management  and  directors  to  compare 
operations  with  the  previous  month  or  quarter,  with  the  same  period  a  year 
ago,  and  with  annual  industry  summaries  of  "cost  of  doing  business"  issued 
by  a  leading  farm  equipment  magazine. 

Budgeting  the  machinery  operation  will  provide  complete  knowledge  of 
the  operation  for  cooperative  management.  This  will  help  show  machinery 
salesmen  as  well  as  department  managers  the  financial  implications  to  the 
department  and  the  cooperative  of  making  sound  trade-ins  or  deals.  It  will 
help  cooperative  management  be  aware  of  how  well  the  machinery  depart- 
ment is  meeting  projected  goals  and  whether  the  department  is  operating 
within  the  proposed  guidelines. 

Business  methods  should  be  followed  in  pricing,  mark-up,  and  making 
deals.  Personal  friendship  on  a  business  or  social  level  should  not  interfere 
with  the  economics  of  business  practices. 

Determine  Equipment  and  Service  Needs  of  Farmers 

Develop  information  on  the  potential  farm  machinery  market  in  your 
trade  area  and  trends  in  type  of  machinery  farmers  are  buying.  Determine  the 
needs  and  desires  of  farmers  with  large,  medium  and  small  operations,  and       25 


with  different  farming  enterprises.  Sucli  information  will  help  management 
and  directors  determine  short  lines  to  handle  and  whether  more  than  one  full 
line  might  be  advisable. 

Other  information  to  be  obtained  includes  farmers' needs  and  potential  use 
of  custom  machinery  services  and  leasing  or  rental  services. 

A  survey  of  farmers'  needs,  preferences,  and  desires  also  will  provide 
helpful  information  on  their  opinions  of  the  present  service  and  operations  of 
the  cooperative. 


The  economics  of  farming  and  of  manufacturing  and  distributing  farm 
machinery  will  continue  to  cause  changes  in  tomorrow's  operations.  Few 
alternatives  are  open  to  small  farmers  if  they  are  to  retain  some  direction  and 
control  over  their  operation.  Their  best  alternative  may  be  through  member- 
ship in  their  cooperatives— for  use  of  jointly  owned  machinery  in  their 
neighborhoods  to  coordinated  purchasing  of  supplies  and  marketing  of 
products  through  their  multi-purpose  cooperatives. 

The  long  and  successful  record  of  several  organizations  in  this  study 
indicates  that  cooperatives  can  handle  farm  machinery.  Sales  and  net  margins 
may  fluctuate  with  changing  crop  and  economic  conditions,  but  officials 
beheved  that  farm  machinery  distribution  can  be  a  beneficial  service  to 
farmers.  As  cooperatives  continue  to  become  larger  due  to  growth  and  merger 
they  should  be  able  to  obtain  the  management  and  resources  to  handle 
machinery  successfully. 

Farm  machinery  and  truck  costs  account  for  a  fourth  of  farmers  total 
expenditures  for  suppHes  and  equipment.  Farmers  are  interested  in  keeping 
costs  to  a  minimum  and  in  having  dependable  repair  services  —  especially 
during  periods  of  inflation  and  short  supplies  of  farm  labor.  In  addition, 
sound  machinery  operations  can  be  beneficial  to  the  cooperative  enterprise 
by  bringing  in  additional  volume  and  goodwill.  It  can  contribute  to  the 
cooperative's  image  of  fully  serving  the  needs  of  modern  commercial  farmers 
in  the  community  it  serves. 

Appendix— Machinery-Use  Cooperatives 
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arm  machinery  represents  about  12  percent  of  total  farm  assets.  But 
more  important,  machinery  accounts  for  nearly  50  percent  of  total  cash 
expenditures  on  a  typical  grain  farm  in  the  Corn  Belt.  These  heavy  cash 
demands  become  critical  in  times  when  financing  is  hard  to  get,  interest  rates 
are  high,  and  net  farm  income  for  the  family  farm  decreasing.  In  the  past  only 
small  and  part-time  farmers  had  been  searching  for  alternative  methods  to 
individual  purchase  and  ownership  of  machinery.  Now,  for  similar  economic 
reasons,  small  and  medium  size  family  farmers  are  also  looking  for  ways  to 
26        lower  machinery  costs. 


Low-Income  or  Marginal  Farmers 

Over  1,200  small  machinery  cooperatives  for  low-income  or  marginal 
farmers  have  obtained  loans  in  the  past  5  years  from  Farmers  Home  Adminis- 
tration for  joint  purchase  and  use  of  farm  machinery.  A  majority  of  the 
cooperatives  have  worked  successfully.  Only  15  percent  are  delinquent  in 
loan  repayments. 

A  recent  FCS  study  of  a  representative  sample  of  machinery  and  market- 
ing cooperatives  indicated  that  machinery  cooperatives  of  four  to  five 
members  fill  a  need  in  rural  areas.  They  have  helped  increase  their  members' 
net  income  and  helped  members  stay  on  the  farm  in  greater  proportions  than 
the  national  average.^  These  low-income  farmers,  through  membership  in  a 
machinery -use  cooperative,  increased  farm  income  10  percent  annually  and 
held  farm  expenses  to  an  average  increase  of  less  than  7  percent  in  the  last  3 
years. 

Small  and  Medium  Size  Family  Farmers 

A  neighborhood  machinery  cooperative  of  four  to  five  farmers  could  very 
well  expand  to  10  to  15  members.  Machinery  owned  may  include  several 
grain  combines  and  other  needed  equipment  as  the  number  of  members  and 
type  of  farming  will  determine.  Such  a  cooperative  can  be  formed  with  each 
farmer  making  a  capital  investment  in  the  beginning  —  either  with  his  own  or 
borrowed  funds.  The  cooperative  could  borrow  part  of  the  capital  needed  for 
equipment  and  operations. 

Whether  a  prominent  farmer,  several  farmers,  or  a  machinery  dealer  takes 
the  lead  in  organizing  neighborhood  machinery  cooperatives,  the  objective  is 
to  reduce  the  purchase  cost  and  annual  expense  to  the  farmer  members. 

Such  cooperatives  will  be  needed  for  several  reasons:  (1)  Increasing  capital 
requirements  make  it  more  difficult  for  small  and  part-time  farmers  to 
acquire  needed  equipment;  (2)  service  centers  for  many  family  farmers  will 
become  more  distant  so  that  preventive  maintenance  will  be  more  important 
and  can  be  readily  handled  by  the  small  cooperative;  and  (3)  machinery  can 
be  driven  or  transported  by  truck  to  larger  service  centers  of  the  multi- 
purpose dealer  for  extensive  off-season  repair  and  overhaul. 

Marginal  machinery  dealers  continiie  to  decline  in  number  and  successful 
dealers  continue  to  grow  larger  and  more  distant  from  many  farmers.  These 
successful  cooperative  machinery  dealers  likely  will  expand  into  larger  multi- 
purpose cooperatives  serving  a  substantial  farming  region.  Many  will  be  in  a 
good  position  to  serve  small  and  medium-size  farmers  and  part-time  farmers 
by  encouraging  cooperative  purchase  and  use  of  farm  machinery  among  small 
groups  of  neighbors,  and  by  providing  custom,  rental,  and  leasing  services  to 
others  in  the  trade  area.  This  could  be  good  business  for  the  dealer,  both  in 
providing  an  outlet  for  good  used  equipment  and  in  later  sales  of  new 
machinery  as  individual  farmers  are  able  to  buy  their  own. 


^An  Analysis  of  Emerging  Cooperatives  Financed  by  FHA,  1965-1970,  FCS  Informa- 
tion 85.  Raymond  Williams  and  Lloyd  C.  Biser.  27 
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